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CIVIL AERONAUTICS BOARD
Accounting and reporting rules for all cargo air carriers and for domestic cargo
transportation have been made final (see the 11/16/78 F ed. Reg., pp. 53647-50),
These rules amend the uniform system of accounts and reports for certified
air carriers and substantially lessen the extent of the Board’s regulation
of domestic cargo service. These changes in the uniform system of accounts
are effective as of 12/31/78. For more information contact Raymond Kurlander
at 202/673-5270.
Proposed rules reducing air taxi reporting requirements have been published in
the 11/8/78 Fed. Reg., pp.52182-84. The Board is proposing to reduce the
information now required to be submitted by air taxi operators and ccmmuter
air carriers by eliminating seme reports and reducing the filing frequency
of others. State governments collecting the same air taxi data would be
encouraged to share data with the Board in return for exempting their air
taxi operators from Board reporting requirements. Comments on these proposed
rules are due by 1/8/79. More information can be obtained from Raymond
Kurlander at 202/673-5270.
COST ACCOUNTING STANDARDS BOARD
Final rules on foreign contract coverage have appeared in the 11/14/78 F e d . Reg.,
pp. 52693-94. The rules exempt contracts and subcontracts awarded to foreign
concerns from Cost Accounting Standards (except CAS 401 and 402) and also
exempt contracts and subcontracts awarded to foreign governments and their
agencies from all standards and rules of the Board. These amendments are
effective immediately. For more information contact Noah Minkin at 202/
275-5940.
COMMODITY FUTURES TRADING COMMISSION
Reporting requirements for dealer options have been adopted (see the 11/13/78
F e d . Reg., pp.52467-84). These final rules establish the form, and content
of reporting requirements for options on physical commodities (so-called
dealer options). Dealers which grant and futures commission merchants (FCMs)
which sell dealer options to the public will be required to submit monthly
reports to the Commission and to provide the Commission with additional data,
as needed, on special calls. The rules are effective as 1/1/79. For further
information contact Paula Tosini at 202/254-7847.
ENERGY, DEPARTMENT OF
A summary of the National Energy Act has been published by the Office of Public
Affairs. The summary contains general information on the NEA and its major
overall significance.
It also lists highlights of each of the five acts
which make up the NEA; conservation, coal conversion, utility rate reform,
natural gas, and tax credits. The summary also includes more detailed fact
sheets on the five parts of NEA and includes contacts such as the state and
Federal government offices that can provide further assistance on provisions
of the NEA. Copies of the report are available from the Office of Public
Affairs, DOE, Washington, D.C. 20585, 202/252-5508.
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FEDERAL DEPOSIT INSURANCE CORPORATION
A proposal to revise and codify FDIC rulemaking procedures appeared in the 11/15/78
F e d . Reg., pp.53042-44. The proposed regulation describes the general procedures
by which the FDIC develops and reviews its rules and regulations and attempts
to make those procedures more responsible to those whom it regulates and to the
public at large. The proposal would apply the objectives of Executive Order
12044 ("Improving Government Regulations") to FDIC regulations and is designed
to cut compliance, paperwork and other burdens. Comments on the proposal are
due by 1/5/79. For more information contact Alan J. Kaplan at 202/389-4433.
HEALTH, EDUCATION, AND WELFARE, DEPARTMENT OF
Regulations implementing requirements for health professions schools to be
eligible to participate in the health professions student loan program have
been published (see the 11/13/78 F e d . Reg., pp.52487-91). These interimfinal regulations include an audit requirement that states that each
participating health professions school provide for an annual audit of its
books and records. The audit must be conducted by an independent CPA utilizing
GAAS. Comments on these regulations are due by 1/12/79. For more information
contact John Beilin at 301/436-6310.
LABOR, DEPARTMENT OF
Pension and welfare plans preparing the summary annual reports for the 1977 plan
year under ERISA should continue to use the procedures they used last year
(see DOL Rel. 78-930). According to the release, employee benefit plans
must continue to use the summary annual report (SAR) guidelines issued as
temporary regulations on 8/3/76. Although new proposed SAR regulations were
published in the 8/25/76 F ed. Reg., these regulations have not yet been adopted
and thus the temporary regulations remain in effect. Because so many different
comments were received and issues raised in response to the Department’s
invitation for comments on the proposed regulations, it will not be possible
to make them final in time to be used for the 1977 plan year. Plans are
generally required to distribute a summary of their yearly financial activities
to participants and beneficiaries within nine months after the end of their
plan year.
A new program designed to detect and eliminate fraud and abuse in agency programs
was announced by DOL Secretary Ray Marshall on 11/14/78. The new program to
be known as the Fraud and Abuse Prevention Survey (FAPS) will attempt to
identify and correct Department program, weaknesses before they lead to fraud
and abuse. Under the FAPS program, three-person teams consisting of an
investigator, an auditor, and a program analyst will examine Department
programs and grantees. Each FAPS survey will take about a month and the
grantee will have 60 days to respond to the FAPS report. Follow-up investigations
will also be conducted. DOL plans to have four FAPS teams trained and operating
by the end of the year and hopes to carry out between 20 and 40 FAPS assessments
each year.
A hearing to discuss the provisions of the Public Employee Retirement Income
Security Act ("PERISA") was held last week in Wheaton, Illinois, the district
of Cong. John Er l e n b o m (R), one of the sponsors of H.R. 14138. There was a
significant amount of negative reaction on the part of Illinois public employee
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representative groups who failed to understand why the Federal government was
stepping in when the state was meeting its obligations to the public as well
as the plan participants.
Several states suggested that it might be more
appropriate for the Federal government to establish broad guidelines and
permit the states to develop their own reporting and disclosure requirements
within such guidelines, and those states which fail to comply would then be
subject to Federal standards.
Thomas Leddy, a member of the Institute's employee benefit plans and
ERISA committee, testified on the disclosure provisions (Section 103) of the
bill. Specifically, he directed his comments to the requirement that the plan
administrator restrict the scope of the auditors examination with respect to
trusteed assets and the actuarial information provided by the enrolled actuary.
"If the independent auditor is precluded from applying to plan financial
statements the auditing procedures that he considers necessary in the circum
stances, which would happen if H.R. 14138 were adopted as presently drafted,
generally accepted auditing standards would require the independent auditor
to disclaim an opinion on the financial statements of the plan because of the
significant restriction on the scope of the auditor's examination. The AICPA
believes that the plan participants will not be provided the assurance con
templated by H.R. 14138 if the independent auditor disclaims an opinion on the
financial statements of a State and local public employee benefit plan.",
Mr. Leddy concluded.
Anyone wishing to obtain a copy of the Institute's oral statement may do
so by contacting the Washington office at 202/872-8190 extension 47 prior
to
11/30/78 and requesting Document 39-1.
SECURITIES AND EXCHANGE COMMISSION
A series of changes in proxy rules designed to provide shareholders with increased
information about the composition and effectiveness of corporate boards of
directors were approved by the Commission at an open meeting held on 11/15/78.
Several changes were made to these rules which were originally published for
comment on 7/15/78. The Commission will not require companies to characterize
their directors as "affiliated non-management" or 'independent". Companies,
however, will be required to provide information on special commercial and
personal relationships between management and directors on their proxy-statements
In addition, the rules will require companies to state whether they have audit,
nominating, and compensation committees and to include a brief description of
functions performed by those committees. The new rules will apply to all
publicly-held companies whose fiscal years end on or after 12/25/78. The
Commission hopes to have the final rules published by the end of the month.
Revised guides for disclosure of projections of future economic performance have
been published in the 11/15/78 Fed. Reg., pp.53246-50 (Rel. 33-5992). The
Commission issued a statement encouraging the disclosure of projections and has
authorized the publication of guides 62 and 5 which provide information on vol
untary public disclosure of projections.
In addition, a proposed safe-habor
rule for projections has also been published (Rel. 33-5993, see the 11/15/78
F e d . Reg., pp.53251-53). The proposed rule provides a "safe habor" from
liability under the Federal securities laws for management projections of revenue
income, and earnings per share. Comments are due by 12/29/78. For more infor
mation on the guides and the safe habor rule, contact Steven J. Pagqioli at
202/376-8090.
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"Audit Committees — the American Experience" was the title of the address given
by Commissioner Loomis earlier this month to the Institute of Chartered
Accountants in England and Wales. After discussing the evolution of the
corporate board he delved into the history and reasons for the need for
audit committees and described their current status in the United States
today. He noted that at the present time there are few legal requirements
with respect to audit committees, noting that Congress has not adopted
legislation in this area. He went on to state that a subcommittee of the
Senate Committee on Government Affairs in a November 1977 report expressed
the view that publicly-held corporations should be required to have audit
committees composed of outside directors but relied on the accounting
profession and the commission to accomplish this.
"Some Congressional
committees will probably revisit this subject in next year’s session," Mr.
Loomis conjectured.
In his concluding remarks he observed that not every corporation or even
every corporation reporting to the Commission needs an audit committee. He
added that even where there are such directors, it may well be possible in
small corporations for the full board to perform this function. He also
observed that because of the differences among companies, in his judgement,
it is not, at least at this time, feasible to have a standardized and
universal model for audit committees. He concluded that he was encouraged by
the willingness of many very large corporations and their management to pro
ceed voluntarily to establish audit committees, adding that it decreases the
need for more drastic governmental intervention.
"We have a great deal of
government intervention in business in the United States now, quite possibly
too much, and I certainly hope that we will not have to have more of it",
Mr. Loomis stated.
In a wide-ranging exclusive interview with the Bureau of National Affairs staff,
Commissioner Loomis provided seme valuable insight into future events that
will affect outside organizations dealing with the Commission.
•

ALI Securities Code: The Commission has had nothing to do with the
creation of the code and short of some suggestions, there has been
little input to the project. The SEC staff is currently reviewing
the approved draft. Asked how long it may take for Congressional
approval, Loomis surmised that it will depend on how Congress tackles
the job.
If Congress decides to rewrite it, it could take well more
than the four years. Some observers feel this would be the minimum
amount of time required. On the specific question of scienter, (Hockfelder
test), Commissioner Loomis responded that the Commission may have to go
to Congress to resolve the issue.

•

Internal Controls (the Foreign Corrupt Practices Act): According to Loomis,
Congress simply wrote into law the SEC position that companies have to
maintain adequate and accurate books and records. He noted that what
disturbs companies is the requirement (to maintain sufficient internal
controls), and he added that the Commission is "pretty certain" it has the
authority to adopt rules under FCPA requiring business to specify how they
go about complying with that provision.
"We will have to do some of it,
but I d o n ’t know how much."

•

Audit Committees:
"Mr. Pitt made a pretty good argument for his proposition
(Pitt’s March ’78 memorandum on the SEC's authority to require firms to
establish audit committees), but I don't want to press our authority unless
i t ’s absolutely necessary.
I don't think it will be."
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TREASURY, DEPARTMENT OF
Legislation that revises miscellaneous timing requirements of the Internal
Revenue Code has been signed into law by President Carter. The measure,
H.R. 7320, now P.L. 95-628, was signed by the President on 11/10/78. The
bill was based on recommendations by the AICPA Federal Tax Division and other
groups and contains eight technical amendments including the period of
limitations for credit or refund with respect to certain carrybacks of losses
and credits and the period for payment to qualify for deductibility of certain
expenses paid to related taxpayers.
Taxpayers who qualify for the foreign income exclusion on their 1977 income tax
returns will not be penalized if those returns are filed by 2/15/79 according
to the IRS (see (IB - 2052). Additional time for filing these returns has
been granted because of changes made by recently enacted P.L. 95-614 which
delays the effective date of changes made by the Tax Reform Act of 1976 to
Section 911 of the Internal Revenue Code. Taxpayers who have already filed
their 1977 return using the foreign income exclusion of $15,000 should file
amended returns.
Special tax packages will be mailed to those taxpayers
who must file amended returns.
Temporary regulations relating to elections under the Bank Holding Company
Tax Act of 1976 have been published in the 11/8/78 Fed. Reg., pp.52027-29.
These regulations will relieve some of the tax burdens for bank holding
companies that are required to divest either its banking or nonbanking
properties on or before 12/31/80. These regulations apply to elections
made after 9/30/77. For further information contact Jack Levine at 202/
566-3474.

For further information contact:
Steven Woolf or Susan Retter
202/872-8190
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